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EFFECTIVE DATE NOTE: At 75 FR 64826, Oct.
20, 2010, §703.14 was amended by revising
paragraph (b), effective Oct. 20, 2011. For the
convenience of the user, the revised text is
set forth as follows:

§703.14 Permissible investments.

* * * * *

(b) Corporate credit union shares or deposits.
A Federal credit union may purchase shares
or deposits in a corporate credit union, ex-
cept where the NCUA Board has notified it
that the corporate credit union is not oper-
ating in compliance with part 704 of this
chapter. A Federal credit union’s aggregate
amount of perpetual and nonperpetual cap-
ital, as defined in part 704 of this chapter, in
one corporate credit union is limited to two
percent of the federal credit union’s assets
measured at the time of investment or ad-
justment. A Federal credit union’s aggregate
amount of contributed capital in all cor-
porate credit unions is limited to four per-
cent of assets measured at the time of in-
vestment or adjustment.

* * * * *

§703.15 Prohibited investment activi-
ties.

Adjusted trading or short sales. A Fed-
eral credit union may not engage in ad-
justed trading or short sales.

§703.16 Prohibited investments.

(a) Derivatives. A Federal credit union
may not purchase or sell financial de-
rivatives, such as futures, options, in-
terest rate swaps, or forward rate
swaps. This prohibition does not apply
to:

(1) Any derivatives permitted under
§§701.21(i) and 703.14(g) of this chapter;

(2) Embedded options not required
under GAAP to be accounted for sepa-
rately from the host contract; and

(3) Interest rate lock commitments
or forward sales commitments made in
connection with a loan originated by
the Federal credit union.

(b) Zero coupon investments. A Federal
credit union may not purchase a zero
coupon investment with a maturity
date that is more than 10 years from
the settlement date;

(c) Mortgage servicing rights. A Fed-
eral credit union may not purchase
mortgage servicing rights as an invest-
ment but may perform mortgage serv-
icing functions as a financial service
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for a member as long as the mortgage
loan is owned by a member;

(d) A Federal credit union may not
purchase a commercial mortgage re-
lated security that is not otherwise
permitted by Section 107(7)(E) of the
Act; and

(e) Stripped mortgage backed securities
(SMBS). A Federal credit union may
not invest in SMBS or securities that
represent interests in SMBS except as
described in paragraphs (1) and (3)
below.

(1) A Federal credit union may invest
in and hold exchangeable collateralized
mortgage obligations (exchangeable
CMOs) representing beneficial owner-
ship interests in one or more interest-
only classes of a CMO (IO CMOs) or
principal-only classes of a CMO (PO
CMOs), but only if:

(i) At the time of purchase, the ratio
of the market price to the remaining
principal balance is between .8 and 1.2,
meaning that the discount or premium
of the market price to par must be less
than 20 points;

(ii) The offering circular or other of-
ficial information available at the time
of purchase indicates that the notional
principal on each underlying I0 CMO
should decline at the same rate as the
principal on one or more of the under-
lying non-IO CMOs, and that the prin-
cipal on each underlying PO CMO
should decline at the same rate as the
principal, or notional principal, on one
or more of the underlying non-PO
CMOs; and

(iii) The credit union staff has the ex-
pertise dealing with exchangeable
CMOs to apply the conditions in para-
graphs (e)(1)(i) and (e)(1)(ii) of this sec-
tion.

(2) A Federal credit union that in-
vests in an exchangeable CMO may ex-
ercise the exchange option only if all of
the underlying CMOs are permissible
investments for that credit union.

(3) A Federal credit union may accept
an exchangeable CMO representing
beneficial ownership interests in one or
more I0 CMOs or PO CMOs as an asset
associated with an investment repur-
chase transaction or as collateral in a
securities lending transaction. When
the exchangeable CMO is associated
with one of these two transactions, it
need not conform to the conditions in
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